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project which is to be funded by RUS. 
Depreciation must be based on allow-
able depreciation schedules as set forth 
by the United States Internal Revenue 
Service. Borrowers whose analyses of 
projects show feasibility without grant 
funds should not apply for grant fund-
ing. Borrowers requesting pass-through 
grant funds will base grant funding re-
quests on borrower projected income 
and expense projections for the project, 
and documentation regarding deprecia-
tion of the equipment and facilities for 
the project. The Administrator will de-
termine whether the Borrower’s projec-
tions of income, expenses and deprecia-
tion are reasonable. 

(e) For projects that project insuffi-
cient operating revenue the first two 
years to show feasibility, borrowers 
should first consider the deferral provi-
sions set forth in § 1703.29(b) before de-
termining the appropriate level of re-
quested grant funding. Zero-interest 
loan and grant funding will be ap-
proved in accordance with paragraph 
(d) of this section based on the option 
which results in the lowest required 
grant percentage. 

(f) The owner of the pass-through 
project that receives grant funds will 
be encouraged to commit that the 
project will be a demonstration 
project. 

(g) Borrowers or project owners must 
demonstrate the availability and com-
mitment of other sources of funding 
needed to complete a project in addi-
tion to RUS loan and/or grant funds, 
prior to the first advance of RUS funds. 

(h) Feasibility studies and/or tech-
nical assistance funded with grants 
under § 1703.18 (b) and (c) must be per-
formed by entities which are inde-
pendent of the Borrower and qualified 
to provide such services. The project 
owner, if deemed qualified in accord-
ance with this paragraph, may furnish 
a feasibility study under § 1703.18(b). 
Entities furnishing technical assist-
ance under § 1703.18(c), must be inde-
pendent of the project owner. To be 
deemed qualified, entities providing 
feasibility studies and/or technical as-
sistance must: 

(1) Provide sufficient documentation 
evidencing their proven ability, back-
ground and experience to furnish such 
services; and 

(2) Provide sufficient documentation 
evidencing their legal authority and 
capacity to furnish such services. 

[59 FR 11706, Mar. 14, 1994] 

§ 1703.20 Ineligible uses of zero-inter-
est loans and grants. 

(a) Zero-interest loans and grants 
must not be used: 

(1) To fund or assist projects of which 
any director, officer, general manager 
or significant stockholder of the Bor-
rower, or close relative thereof, is an 
owner, stockholder, partner or direc-
tor, or which would, in the judgment of 
the Administrator, create a conflict of 
interest or the appearance of a conflict 
of interest. The Borrower must disclose 
to the Administrator information re-
garding any conflict of interest, poten-
tial conflict of interest or any appear-
ance of a conflict of interest. The Ad-
ministrator will determine whether 
there is a conflict of interest or wheth-
er any potential conflict of interest or 
appearance of a conflict of interest 
may adversely affect RUS’s interests. 
A Borrower organized as, or consisting 
of a cooperative, widely held mutual 
corporation, tribal government, munic-
ipal power corporation, public power 
district, or a similar widely held orga-
nization would ordinarily be able to 
have an ownership interest in or man-
age a project operated on either a for- 
profit or non-profit basis. A Borrower 
organized as a closely held, for-profit 
corporation with more than 5 percent 
of its stock held by one legal person, 
its subsidiary or an affiliate, would or-
dinarily be able to own or manage a 
project operated on a non-profit basis 
only; 

(2) For any costs incurred on the 
project: 

(i) Prior to receipt of the Borrower’s 
completed application by RUS during 
an application period unless the Ad-
ministrator has specifically approved 
such usage in writing; or 

(ii) For site development, the de-
struction or alteration of buildings, or 
other activities that would adversely 
affect the environment or limit the 
choice of reasonable alternatives prior 
to satisfying the requirements of 
§ 1703.32; 

(3) By the Borrower to purchase or 
lease any real property, materials, 
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equipment, or services from its sub-
sidiary, an affiliate, or significant 
stockholders, officers, managers or di-
rectors of the Borrower, or close rel-
atives thereof, where the purchase or 
lease has not been fully disclosed to 
the Administrator and received the Ad-
ministrator’s prior written approval; 

(4) By the recipient of a pass- 
through-loan or pass-through-grant to 
purchase or lease any real property, 
materials, equipment, or services from 
the Borrower, its subsidiary, an affil-
iate of the Borrower, or significant 
stockholders, officers, managers or di-
rectors of the Borrower, or close rel-
atives thereof, where the purchase or 
lease has not been fully disclosed to 
the Administrator and received the Ad-
ministrator’s prior written approval; 

(5) To pay off or refinance existing 
indebtedness incurred prior to receipt 
of the Borrower’s completed applica-
tion by RUS or for refinancing or re-
paying a loan made under the Act or a 
program administered by the Adminis-
trator; 

(6) For any electric or telephone pur-
pose, as determined by the Adminis-
trator; 

(7) For the Borrower’s electric or 
telephone operations or for any oper-
ations affiliated with the Borrower un-
less the Administrator has specifically 
informed the Borrower in writing that 
the operations are part of the approved 
purposes; 

(8) To pay the salaries of any em-
ployee or owner of the Borrower, its 
subsidiaries, or affiliates. This restric-
tion does not prohibit the use of loan 
or grant funds for printing and similar 
costs for project feasibility studies it 
has prepared, commissioned or pur-
chased if specifically approved by the 
Administrator. This restriction is sub-
ject to the operating expense allowance 
for revolving loan funds set forth in 
§ 1703.22 (a)(6); 

(9) To fund feasibility studies and 
technical assistance as set forth in 
§ 1703.18 independently of projects 
which are funded under the zero-inter-
est loan and grant program; 

(10) For community antenna tele-
vision systems or facilities except as 
provided in § 1703.17(d) of this subpart; 

(11) For proposed projects located in 
areas covered by the Coastal Barrier 
Resources Act (16 U.S.C. 3501 et seq.); or 

(12) For anything other than an ap-
proved purpose. 

(b) [Reserved] 

[59 FR 11707, Mar. 14, 1994, as amended at 59 
FR 53930, Oct. 27, 1994] 

§ 1703.21 Limitations on the use of 
zero-interest loan and grant funds. 

(a) A borrower may not charge inter-
est for the use of the proceeds of the 
zero-interest loan provided under this 
program; however, it may charge rea-
sonable loan servicing charges, reason-
able legal fees involved in providing 
the RUS funds to the recipient, and the 
amount paid for an irrevocable letter 
of credit made payable to RUS and 
issued on behalf of the borrower that 
guarantees repayment of an RUS zero- 
interest loan, all as determined by the 
Administrator. A borrower may require 
the recipient of a pass-through-loan to 
provide and/or obtain adequate secu-
rity for the zero-interest loan funds. 

(b) A borrower must calculate any 
costs to charge in connection with the 
use of grant funds under this program 
for the project and must temporarily 
deposit the grant funds in accordance 
with 7 CFR parts 3015, Uniform Federal 
Assistance Regulations, and 3016, Uni-
form Administrative Requirements for 
Grants and Cooperative Agreements to 
State and Local Governments, as ap-
propriate. Grant funds will be dis-
bursed to the Borrower in accordance 
with § 1703.61(b). 

(c) A borrower may not make a profit 
from any zero-interest loan or grant 
provided from the subaccount, with the 
exception of the $500 interest income 
exclusion in paragraph (d) of this sec-
tion. 

(d) The Borrower may not requisition 
zero-interest loan funds unless those 
funds are deposited into the Borrower’s 
RUS construction fund trustee ac-
count. The Borrower will be required to 
set up a separate Federally insured ac-
count called the Rural Economic De-
velopment Account, if loan funds are 
not expected to be disbursed within 
two months after receipt from RUS. 
All interest earned on temporarily de-
posited zero-interest loan funds in ex-
cess of $500 per 12-month period must 
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